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Arlington (City of) TX
Update following upgrade of special tax bonds

Summary
The City of Arlington's (Aa1 stable issuer rating) senior lien special tax revenue bonds (Aa3
stable) benefit from the resiliency of the city’s sales tax revenues, even through economic
cycles, which are underpinned by a dynamic economic base. Partially offsetting the strong
historic trend is the moderate economic concentration in the city in professional sports and
large entertainment. The senior lien exhibits strong debt service coverage and is bolstered by
the strength of the legal framework, including a common senior lien debt service reserve fund
(DSRF) funded at maximum annual debt service (MADS), a closed lien, and closed loop of
funds. The subordinate lien (A1 stable) rating reflects a weaker credit profile given its second
priority lien on pledged revenues. However, the subordinate lien similarly benefits from
elements common to both liens, including the economic base that has supported strong
revenue growth over the past two years, subordinate lien reserve fund funded at MADS, the
closed lien, and the closed loop of funds. Further, early retirement of callable subordinate lien
bonds has led to improved MADS coverage.

On May 25, we upgraded the rating on the senior lien special tax bonds to Aa3 from A1 and
the rating on the subordinate lien bonds to A1 from A3.

Credit strengths

» Strong legal structure including broad pledged revenues, closed lien, closed loop of funds,
and separate DSRF per lien

» Historically solid pledged revenue trend with only minimal decline during economic
downturns

» Improved MADS coverage on both liens due to growing revenue and early principal
retirement of subordinate lien bonds

Credit challenges

» Economically sensitive pledged revenues and no ability to increase tax rates for various
pledged revenue sources

» Narrow but improving subordinate line debt service coverage

Rating outlook
The stable outlook reflects the expectation that pledged revenue will not decline, leading to
maintenance of healthy coverage for both liens.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1369148
https://www.moodys.com/credit-ratings/Arlington-City-of-TX-credit-rating-600026394/summary
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Factors that could lead to an upgrade

» Growth in pledged revenue or early debt retirement that drives significantly improved debt service coverage

Factors that could lead to a downgrade

» Deterioration of local economy impacting the pledged revenue and resulting declines in debt service coverage

Key indicators

Exhibit 1

Arlington (City of), TX                      

Credit Background

Pledged Revenues Special taxes

Legal Structure

Additional Bonds Test 1.3 (sr) and 1.1 (sub); 

refunding only
Open or Closed Lien Closed lien

Debt Service Reserve Fund Requirement DSRF funded at MADS

MADS Coverage

2022 MADS Coverage (x) 2.0 (sr) and 1.5 (sub)

Trend Analysis

2018 2019 2020 2021 2022

Revenues ($000)                            34,907                             38,165                            37,984                            46,085                            54,420 

Annual Debt Service Coverage (x) 1.9x 1.4x 1.3x 1.5x 1.8x

Debt service coverage is for total debt service (senior and subordinate lien)
Sources: US Census Bureau, Arlington (City of) TX’s financial statements and Moody’s Investors Service

Profile
The City of Arlington, TX is in the center of the Dallas (A1 stable)/Fort Worth (Aa3 stable) metroplex. The city encompasses 99.5 square
miles and has a current population of approximately 397,000. The city provides services such as public safety (police and fire), streets,
water treatment and distribution, wastewater collection and conveyance (treatment is done by the Trinity River Authority), parks and
recreation, and public health services.

Detailed credit considerations
Tax base and nature of pledge: strong economy in Dallas/Fort Worth metro area; majority of pledge from broad sales taxes
The city is favorably located in the center of the Dallas-Fort Worth metropolitan area and the economy remains strong and will
continue to grow. Manufacturing and distribution continue to be important to the city’s economy, and the two industries are
expanding. The city also benefits from its role as a hub of large regional entertainment centers which bolsters the tourism industry.
Arlington is home to AT&T stadium, Six Flags and Hurricane Harbor, as well as two professional sports franchises — the Dallas Cowboys
and the Texas Rangers. Additionally, the city benefits from the institutional presence of the University of Texas at Arlington, which has
an undergraduate enrollment of approximately 35,000 or about 9% of the city's population.

Demographic and socioeconomic trends in the city will support continued economic stability over the near term. The city has a
population of approximately 397,000, and has grown by about 1% annually since the last census. Median family income is near average
at 93% of the national level as of the 2020 American Community Survey. The city’s unemployment rate of 4.2% as of Feb. 2023 is
below the state’s 4.5% and slightly above the national rate of 3.9%.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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https://www.moodys.com/credit-ratings/Dallas-City-of-TX-credit-rating-600007717/summary
https://www.moodys.com/credit-ratings/Fort-Worth-City-of-TX-credit-rating-851800/summary
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The senior and subordinate lien bonds are secured by city-wide pledged tax revenues which include a 0.5% sales tax, 2% hotel
occupancy tax (HOT) and a 5% motor vehicle rental tax. Sales taxes consistently account for over 90% of the pledged revenue; sales
taxes were 92% of pledged revenue in fiscal 2022, followed by HOT at 6.1% and the remainder from motor vehicle rental taxes. The
taxable senior lien bonds (Series 2018B) are additionally secured by $2 million in rental income from the Texas Rangers stadium.

Debt service coverage and revenue metrics: strong revenue growth leads to solid coverage
Debt service coverage for both the senior and subordinate lien bonds has improved over the past two years because of very strong
growth in pledged revenue. In addition, the city has used excess pledged revenue to redeem callable subordinate lien debt; principal
on the subordinate lien bonds from 2042-2048 has been redeemed and maximum annual debt service has declined to $35.6 million
(2037) from $39.5 million (2048).

Despite the economic sensitivity of sales taxes generally, collections within the city have been resilient. Since 2013, sales tax collections
have only declined once, by 0.7% in 2020 during the coronavirus pandemic. Unsurprisingly, the HOT and vehicle rental tax revenues
exhibit larger swings with economic cycles. HOT taxes were down 31.5% in 2020; vehicle taxes have declined three times since 2013,
including a 6.5% decline in 2020. However, because HOT and vehicle taxes make up only a small share (less than 10%) of the pledged
revenues, total revenues have grown in every year other than 2020, which saw a modest 3.1% drop1.

Because of the revenue growth and because the city has used excess revenue to redeem callable bonds, maximum annual debt service
(MADS) coverage for the subordinate lien bonds recently became sum sufficient. Coverage was below sum sufficient when the bonds
were issued in 2018, but it has improved considerably since, which was a contributing factor to the upgrade. Total pledged revenue
(including the stadium rental income) increased 21% and 18% in fiscal 2021 and 2022, respectively. As a result, subordinate MADS
coverage improved and totaled 1.5x in fiscal 2022. Senior lien coverage has been improving as well because of the revenue growth and
exceeded 2.0x in fiscal 2022.

Liquidity
Per the master indenture, excess pledged revenues will accumulate in the bond redemption fund and can only be used for payment
of special tax debt service or early bond calls. The city annually uses excess cash to redeem callable bonds. The city projects retaining
approximately $40 million as of fiscal 2023 year-end (ending Sept. 30).

Debt and legal covenants: strong legal framework including closed lien
The senior and subordinate liens are closed. Total outstanding debt includes $383.8 million of senior debt and $93.6 million of
subordinate debt.

Legal security
The senior lien bonds are payable from a first lien on certain city wide pledged revenues including a 0.5% sales tax, a 2% hotel
occupancy tax, and a 5% motor vehicle rental tax. The senior lien taxable bonds (Series 2018B) are additionally payable from the
rental income on the Texas Rangers stadium. The subordinate lien bonds have a second priority lien on the pledged revenues, after
payment of the senior lien debt service and replenishing the senior lien debt service reserve fund, if needed. The senior lien bonds
have a common debt service reserve fund (DSRF) maintained at the least of the IRS three-prong test, but no less than MADS. The
subordinate lien bonds have a separate DSRF, also sized at MADS.

Debt structure
All of the special tax debt is fixed rate and final maturity is in 2048. The debt service schedule is ascending and maximum annual debt
service occurs at final maturity.

Debt-related derivatives
There are no derivative agreements associated with the special tax bonds.
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ESG considerations
Arlington (City of) TX's ESG Credit Impact Score is Neutral-to-Low CIS-2

Exhibit 2

ESG Credit Impact Score

Source: Moody's Investors Service

Arlington's ESG Credit Impact Score is neutral to low (CIS-2), reflecting low exposure to environmental and social risks, as well as a
strong governance profile.

Exhibit 3

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
The city's overall E issuer profile score is neutral to low (E-2), reflecting relatively low exposure to environmental risks across all
categories, including physical climate, carbon transition, water management, natural capital, and waste and pollution risks.

Social
We assess the S issuer profile score as neutral-to-low (S-2), reflecting relatively low exposure to social risks across all categories,
including demographics, labor and income, education, housing, access to basic services, and health and safety. Population and the labor
force have been growing, though the city's median family income as a percentage of the state and national medians has been modestly
declining for the past few decades. Home prices remain affordable compared to the US median, residents have easy access to basic
services and educational attainment is similar to most cities.

Governance
The city's G issuer profile score is positive (G-1). The city benefits from a strong institutional structure as well as strong budget
management, as evidenced in outcomes that are favorable compared to expectations. The city adheres to established policies,
produces detailed quarterly financial reports, and timely files audited financial statements and other required disclosures.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Endnotes
1 These figures do not include the stadium rental income that began in 2020.

4          25 May 2023 Arlington (City of) TX: Update following upgrade of special tax bonds

https://www.moodys.com/credit-ratings/org-credit-rating-600026394


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

© 2023 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.
CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY’S (COLLECTIVELY,
“PUBLICATIONS”) MAY INCLUDE SUCH CURRENT OPINIONS. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL
FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY’S
RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS”), AND OTHER OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND
RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. MOODY’S CREDIT
RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR.
MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE,
HOLDING, OR SALE.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE
RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR PUBLICATIONS WHEN MAKING
AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED
OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE
FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN
CONSENT.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS
DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the credit rating process or in preparing its Publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT
RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.
Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any credit rating,
agreed to pay to Moody’s Investors Service, Inc. for credit ratings opinions and services rendered by it fees ranging from $1,000 to approximately $5,000,000. MCO and Moody’s
Investors Service also maintain policies and procedures to address the independence of Moody’s Investors Service credit ratings and credit rating processes. Information regarding
certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold credit ratings from Moody’s Investors Service, Inc. and have also
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate Governance
— Charter Documents - Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to
the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSFJ (as applicable) for credit ratings opinions and services
rendered by it fees ranging from JPY100,000 to approximately JPY550,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1369148

5          25 May 2023 Arlington (City of) TX: Update following upgrade of special tax bonds

https://www.moodys.com/


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

6          25 May 2023 Arlington (City of) TX: Update following upgrade of special tax bonds


